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LUXEMBOURG KEY ECONOMIC INDICATORS 


In millions of US dollars unless otherwise noted 
Projection 
1984 1985 1986 


Domestic Economy 

~ Population (millions) 0.366 0.367 0.369 
Population growth (% chg.) 0.35 0.35 0.35 
GDP (current) 4,001 4,085 5,056 
GDP (billions of francs) 2311 242.7 252.4 
Consumer Price Index (% chg) 5.6 Pe | 2.0 
Govt. operating surplus 0.6 2.6 2.0 

as percent of GDP 

Budget Reserve 46.6 


Production and Employment 
Industrial Production (% chg) 
Crude Steel Production 
(millions of tons) 
Employees in Steel (1,000) 
Labor Force (1,000) 
Unemployment (%) 1.8 


2,534 
Imports (C.I.F.) 2,924 
Trade Balance - 390 
Services Balance $.o%5 
Current Account Balance 1,041 


US-Luxembourg Trade 

US Exports (F.A.S.) 79. 95. 

US Imports (C.I1.F.) 145. 156. 

US Deficit 79. 61. 
Percent US Share of Exports te Ss 
Percent US Share of Imports me as 
Principal US Exports: Plastics, machinery, minerals 
Principal US Imports: Steel Products 


Notes: (1) Luxembourg is a member of the Belgium-Luxembourg Economic 
Union (BLEU) and shares both a common customs area and currency with 
Belgium. Current trade and balance of payments data for the BLEU as a 
whole are available in the Foreign Economic Trends Report for Belgium. 
(2) Average Exchange rates: 1984: $1.00 = 57.78 francs (FLUX) 
1985: $1.00 = 59.36 francs 
Sources: Luxembourg Statistical Office § Luxembourg Monetary Institute 





Luxembourg's economy is stable and prosperous, enjoying modest 
growth, low inflation and negligible unemployment. Steel 
production, financial services and light industry are the 
dominant sectors. 


Luxembourg's large middle class enjoys a high standard of 
living. Luxembourg shares a common currency and customs 
facilities with Belgium, and is a partner in the Belgium- 
Luxembourg Economic Union (BLEU). There is also close 
economic integration with the Netherlands and with the other 
member countries of the European Communities (EC). The 
industrial sector, until recently dominated entirely by steel, 
is increasingly diversified. The financial sector's rapid 
growth over the past two decades has more than compensated for 
the long-term decline of the steel industry, which still 
contributes 10 percent of GDP. Services, especially banking, 
accounts a growing proportion of the economy and is the largest 
contributor to government revenues. Agriculture is based on 
small, highly productive family-owned farms. 


Luxembourg's dependence on exports of goods and services 
fosters policies favorable to open-borders and commercial 
activity generally. Most trade is with Luxembourg's immediate 
neighbors. The United States accounts for four percent of 
Luxembourg's trade. Luxembourg steel exports to the United 
States ($1 billion in 1985) dominate our trade relations. 


GDP growth in 1986 is progressing at a rate of 2.5 percent, in 
line with the EC average. Exports of goods and financial 
services will fuel growth in 1986, but domestic demand is also 
strong. Weak world demand will maintain pressure on the steel 
sector. Inflation, dampened by lower petroleum prices and a 
weaker dollar, has fallen below two percent. Unemployment, at 
1.5 percent, remains the lowest in the EC. 


In 1986/87, the government will maintain a policy of cautious 
management of public finances. Even with additional tax cuts 
in 1987, government operations should remain in surplus. A 
trade deficit is foreseen, but financial services earnings 
should assure a very large current account surplus. 


Numerous US firms serve EC markets from facilities in 
Luxembourg. US companies interested in exporting to Luxembourg 
generally include Luxembourg with markets in one or more of the 
larger neighboring countries, usually Belgium. 





Luxembourg enjoys a degree of economic health and prosperity 
almost unique among industrialized democracies. The recovery 
of the steel industry in 1984/85 sparked an economic expansion, 
which is continuing into 1986/87. GDP growth, forecast at 2.5 
percent in both 1985 and 1986, could accelerate by early 1987, 
according to the OECD. GDP in 1985 was estimated at FLUX 243 
billion ($4.085 billion), and per capita income at $11,160. 


With 85 percent of the country's GDP foreign-trade related, 
Luxembourg's economic well-being depends to an extraordinary 
degree on the economic strength of its EC partners, and on the 
free world economy in general. For the foreseeable future, the 
level of Luxembourg's steel exports (expected to decline up to 
five percent in 1986) will exercise the most significant 
negative influence on the direction of the economy. Tax cuts 
for both business and individuals in 1986/87, some weakening of 
wage restraint, increases in investment, and declining import 
prices are factors affecting the near-term outlook. Consumer 


purchasing power is rising, after being depressed in the early 
1980s. 


By sector, industrial output (other than steel) increased by 
5.9 percent in 1985. Industry overall was operating at 85 
percent of capacity in March 1986, ten percentage points higher 
than the 1984 average. Financial services grew by about 8 
percent in 1985, and a similar trend has been recorded so far 
in 1986. Construction activity, representing almost 6 percent 
of GDP, remains depressed, although some improvement in 1986 is 
possible. Retail sales in 1985 stagnated, but should increase 
in real terms in 1986. Agricultural production in 1985 
increased only about one percent in value, due to unfavorable 
climatic conditions. The wine harvest was modest in terms of 
quantity but excellent in quality. 


Inflation in 1986 could register less than two percent for the 
year. Wage indexation was reintroduced in January 1985, 
providing for periodic adjustments in tranches of 2.5 percent. 
The government has mandated additional wage increases totalling 
1.5 percent in July 1986 and January 1987, to help employees 
recover purchasing power lost in the early 1980s. 


Unemployment in 1986/87 is forecast to remain essentially 
unchanged at 1.5 percent of the workforce, thanks to the growth 
of services and new industries. A majority of the unemployed 
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are non-Luxembourgers, and most are under 25 years of age with 
few skills. Nonetheless, the Christian Social/Socialist 
government considers unemployment to be a major challenge. 


Whereas 26 percent of the resident population are non-citizens, 
some 37 percent of the workforce are non-Luxembourgers, many of 
whom live in nearby Belgium, France and Germany. Luxembourg 
also hosts a large Portuguese community, which comprises an 
important element of the workforce. 


FOREIGN TRADE 


With major firms 95 percent export-oriented and imports 
supplying 85 percent of its consumer goods, Luxembourg policies 
actively promote liberal international trade. The country's 
dependence on foreign trade, the small size of its economy, 
close integration with neighboring economies, and its central 
position in the EC all contribute to Luxembourg's support for 
coordinated European economic policies. Luxembourg shares a 
common currency and customs facilities with Belgium, and is 
also closely linked economically with the Netherlands. 
Luxembourg was a founding member of the European Communities 
(European Coal and Steel Community, European Economic 
Community, and EURATOM), and is a long-time supporter of 
European unity. The presence of many EC institutions in 
Luxembourg reflects its commitment to European integration. 


Luxembourg exports finished steel products, chemicals, rubber 
products, glass, aluminum products and a wide range of other 
industrial products. Three-quarters of all exports go to other 
EC member countries. Imports are dominated by mineral 
products, mechanical and electrical equipment, base metals, and 
customer-specific quantities of quality consumer goods. In 
1985, approximately 92 percent of all imports came from other 
member countries of the EC. Forty percent of all imports came 
from the Federal Republic of Germany, 35 percent from Belgium, 
and 15 percent from France. The US receives about five percent 


of Luxembourg's exports, but supplies only three percent of 
Luxembourg's imports. 


Luxembourg's trade account has run a persistent deficit over 

the last decade, but the country enjoys an overall balance of 
payment surplus, due to revenues from financial services. In 
1985, the trade deficit was estimated at about $287 million. 

The balance of payments was estimated to have been in surplus 
by more than $1 billion -- 25 percent of GDP. 





IRON _AND STEEL 


The iron and steel industry is the most important single sector 
of the economy. Steel accounts for about 36 percent of all 
exports (excluding services), ten percent of GDP, 38 percent of 
industrial employment, and nine percent of the workforce. 

After a recovery in 1984, production in 1985 declined 1.1 
percent. However, 1985 exports increased 4.5 percent by volume 
and 15 percent by value. 


The "restructuring" of the industry (a euphemism for reducing 
capacity and increasing government ownership of the ARBED steel 
company) began as early as 1974. As a result of timely 
modernization of facilities, cutbacks in production and 
employment, a synergies agreement with the Belgian group 
Cockerill-Sambre, and government assumption of portions of 
ARBED's debt, the ARBED company is again profitable, after a 
decade of large losses. ARBED's productivity now is among the 
highest in the world, having improved 20 percent in the period 
1983-85. Luxembourg government ownership in ARBED amounts to 
31 percent, 43 percent if non-voting shares are included. 


Most of ARBED's production and sales are controlled by quotas 
imposed by the EC Commission. EC countries absorb about 75 
percent of ARBED's output; US markets account for an 
additional four percent. ARBED specializes in the production 


of large steel beams, used in skyscrapers throughout the United 
States. 


ARBED's outlook in 1986/87 is cautiously favorable. Output 
could dip by up to five percent in 1986, although the company 
should remain profitable. Employment could decline by several 


hundreds by early 1987. Prices, in terms of Luxembourg francs, 
remain under pressure. 


FINANCIAL SECTOR 


International banking now ranks close to steel as the most 
important sector in the economy, employing six percent of the 
working population and generating 15 percent of government tax 
receipts. Political stability (consensus politics among 
Luxembourg's major parties), good communications, easy access 
to other European centers, skilled multilingual staff, and a 
tradition of banking secrecy -- all have contributed to the 
growth of the financial center. 
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Until the early 1980s, Government did little to actively 
promote this remarkable growth. This situation is changing due 
to the following factors: the liberalization of banking 
regulations in a number of countries, partly in an effort to 
repatriate Eurobusiness; the slippage of Luxembourg's relative 
importance in the Euromarkets; a slowdown in the growth of 
wholesale international banking; and the increasing 
concentration of banking services in New York, London and 
Tokyo. Measures already undertaken by the government to 
strengthen the competitiveness and attractiveness of the 
Luxembourg financial center include extending the network of 
double taxation treaties and improvement in the tax treatment 
of non-residents. The government is studying an overall reform 
of the tax system that will likely benefit the banks. 


At year-end 1985 there were 118 banks in Luxembourg, with 
10,000 employees. West Germany accounts for the largest single 
grouping of banks, with Scandinavia, Japan, and the major US 
banks also heavily represented. Most bank lending from 
Luxembourg is directed to other European countries and to 

North America. Total assets climbed 4.1 percent during 1985 to 
FLUX 7,628 billion ($130 billion). Luxembourg banks play an 


important role in both the Eurobond market generally and in the 
ECU bond market. 


Liberal legislation has encouraged numerous holding companies, 
reinsureance companies and investment funds to locate in 
Luxembourg. Another source of financial strength is the stock 
market which gives quotations for 3,700 securities, of which 
Eurobonds account for 80 percent. The Luxembourg-based CEDEL 
clearing house processed $762 billion in securities in 1985, 
with strong growth reported in the early months of 1986. 


The outlook for the financial sector is for modest growth and 
further diversification. Private banking and other fee paying 
services in the 1980s has replaced wholesale and trade-related 
banking services as the principal source of growth. Bank 
employment and bank assets are both forecast to increase. 


SATELLITE BROADCASTING 


Government policies promote the development of Luxembourg as an 
audiovisual and communications center, an area of expected 
economic growth. Compagnie Luxembourgeoise de Telediffusion, 
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the parent of Radio Television Luxembourg (RTL), is Europe's 
premier private radio and television broadcaster, contributing 
in taxes and fees more than one percent of all government 
revenues. In line with the spirit of the EC's policy of 
"television without frontiers", the government-backed 
Luxembourg satellite company, Societe Europeenne des 
Satellites, (SES) was created in 1985, to install and operate a 
satellite telecommunications system for transmission of 
televison programs throughout Europe. The first SES satellite, 
a 16-channel RCA 4000, is scheduled for launch by Ariane rocket 
in 1987. 


Luxembourg enjoys conservative management of public finances. 
Government budgets are frequently in surplus. The 1985 budget 
surplus, amounting to an extraordinary eight percent of total 
revenues, has enabled the government to channel additional 
monies into investment funds and into a budget reserve fund, 
which totals FLUX 4.5 billion ($76 million). The fact that a 
budget reserve fund exists at all reflects the healthy state of 
Luxembourg's public finances. Outstanding government debt is 
low and since 1970 has steadily declined as a percentage of 
GDP. Effective rates of personal income taxation are high. 


The main feature of the 1986 budget is emphasis on industrial 
modernization and economic diversification. Public investment 
has been increased, to the benefit of the ailing construction 
sector. Tax cuts benefitting both individuals and businesses 
are foreseen in 1987. A "solidarity" income tax surcharge, 
implemented in 1983 to help fund state aid to the steel 
industry remains in effect, although the top rate has been cut 
to 7.5 percent. A surcharge on the still low Value Added Tax 
(VAT) also remains in effect. Budget surpluses are expected 
again in 1986/87. 


UNITED STATES TRADE OPPORTUNITIES 


Luxembourg is a potentially attractive market for US products 
due to its high per capita income, its growing financial 
sector, and its heavy dependence on imports for most industrial 
and consumer goods. Demand is greatest for quality products 
needed by the growing services sector and by traditional 
industry modernizing to boost productivity. 
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Most industrial and consumer imports into Luxembourg enter in 
small quantities. Potential importers and distributors are 
few. Consequently, US exporters generally include Luxembourg 
with marketing efforts in one or more of the larger neighboring 
countries. Belgian importers and distributors (also many in 
Germany and France) often cover Luxembourg. 


Evaluation of the potential of the Luxembourg market alone is 
complicated by the absence of detailed trade statistics, which, 
except for broad categories, are available only for the 
Belgium-Luxembourg Economic Union as a whole. The vigorous 
growth of the financial sector, Luxembourg's attraction as an 
outdoor vacation center, and government encouragement to the 
upgrade and expansion of the country's many hotel and 
restaurant facilities are all areas where quality US products 
could compete. The establishment of a medical treatment and 
research complex at Mondorf is under discussion. The US Air 
Force will begin construction of a reserve hospital at 
Echternach by 1988. 


The 3 to 12 percent Value Added Tax (VAT) rate is one of 
Europe's lowest. Shoppers from nearby countries travel to 
Luxembourg to take advantage of generally low prices of 
consumer goods of all kinds, especially wines and liquors. US 
food specialties have sold well at supermarket promotions. 


For the Belgium/Luxembourg market as a whole, best prospects 
for US exports in 1986/87 include telecommunications equipment, 
computer and related software products and services, security 
and saftey equipment, medical equipment, pollution control 
equipment, robotics, and lasers. The 34 percent decline of the 
dollar relative to the Belgian/Luxembourg franc since March 
1985 has sharply increased the competitiveness of US exports to 
Luxembourg. If the current level of the dollar is sustained, 
more US products can compete successfully. 


Luxembourg hosts two major consumer trade fairs each year, the 
Spring Fair in late May (with an emphasis on tourism and food) 
and the larger Fall Fair in early October, both of which 
attract tens of thousands of visitors from Luxembourg and 
neighboring countries. Participants include Luxembourg and 
regional retailer/distributors of a wide range of household 
goods, who sell directly to consumers. As indicated above, 
however, US exporters wishing to tap the Luxembourg market 
should work through the numerous distributor channels in 
neighboring countries or consider participation in the larger 
European trade fairs. 
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UNITED STATES INVESTMENT OPPORTUNITIES 


Political and social stability, absence of labor strife, 
competitive production costs, Luxembourg's production 
"neutrality", government incentives, central location in the 
EC, multilingual staffs, good communications, and minimum of 
red tape -- all are factors which have lured US investment to 
Luxembourg over the past thirty years. US industrial firms 
already established include Goodyear, DuPont, General Motors, 
Commercial Shearing, Norton Company, and National Aluminum. 
Several of these large companies in 1985/86 announced 
expansions of their Luxembourg operations. 


Luxembourg does not publish statistics on foreign investment. 
Estimates put foreign investment (of which 60 percent or more 
is from the US) at perhaps 35 percent of total industrial 
investment. US investment in Luxembourg is roughly estimated 
at $500 million or more, representing one of the highest 
concentrations of US investment outside of North America. 
Potential investors are especially impressed by the sometimes 
startling pro-American attitude prevalent in Luxembourg. This 
factor undoubtedly contributes to the attraction of Luxembourg 
to US investors. 


Economic diversification is central to the government's 
economic and employment policies, by reducing dependency on the 
declining steel industry. The Industrial Development Board, 
which coordinates Luxembourg's investment promotion, maintains 
New York and San Francisco offices. The growth of passenger 
and cargo air links to Luxembourg's Findel Airport is also an 
essential element in the diversification effort. The 
government soon will decide whether to expand the ground and 
air control facilities at Findel, to keep up with growing 
demand. 


The Ministry of Economy and the government's State Investment 
Bank (SNCI) actively assist potential US investors to arrange 
financing and other details for establishing Luxembourg 
operations. The government especially welcomes small to 
medium-size US companies with proven managements and whose 
planned operations are soundly conceived, capital-intensive, 
environmentally friendly, and employ advanced technologies -- 
regardless of their initial impact in terms of job creation. 
Incentives to new industrial investors are in keeping with 
guidelines in effect throughout the EC. 
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LIST OF KEY LUXEMBOURG CONTACTS 


Luxembourg Chamber of Commerce 
Mr. Henri Ahlborn, Director 

7, rue A. de Gasperi 

L-1615 Luxembourg 

Tel. 435853 


Luxembourg International Fair 
Mr. Mathias Treinen, Director 
L-2088 Luxembourg 

Tel. 20931 


Luxembourg Bankers' 
Mr. Remy Kremer, 

23, av. Monterey 

L-2163 Luxembourg 
Tel. 29501 


Association 
President 


Luxembourg Federation of 
Industrialists 

Mr. Lucien Jung, Director 

7, rue A. de Gasperi 

L-1615 Luxembourg 

Tel. 435366 


Luxembourg Trade Confederation 
Mr. Rolf Reding, President 

23, allee Scheffer 

L-2520 Luxembourg 

Tel. 473125 


American Embassy 

Mr. Michael T. Barry, 
Commercial Officer 

22, Blvd Emmanuel-Servais 
L-2535 Luxembourg 

Tel. 40123 


Mr. 


Luxembourg Ministry of National Economy 
Mr. Claude Lanners (Industrial Investment) 
19-21, blvd Royal 

L-2449 Luxembourg 

Tel. 4794-231 


Luxembourg Ministry of Middle Classes 
Mr. Paul Mackel (Work Permits) 

19, blvd Royal 

L-2449 Luxembourg 

Tel. 4794-227 


ARBED Steel S.A. 
Mr. Guy Wolter, 
Supplies Group 
19, av. de la Liberte 
L-2930 Luxembourg 
Tel. 47921 


Director 


European Satellite Company (SES) 
Mr. Marcus Bicknell, Director 
63, av. de la Liberte 

L-1931 Luxembourg 

Tel. 4994711 


American Businessmen's Association 
Mr. Alex Schmitt, President 

13, blvd Royal 

L-2449 Luxembourg 

Tel. 22246 


Board of Economic Development 
Mr. Nicolas Didier, Counselor 
801 2nd Avenue 

New York, NY 10017 

Tel. 212-370-9850 


Boyce L. Fitzpatrick 


Luxembourg Desk Officer 


Room 3411 


U. S. Department of Commerce 


D.C. 
202-377-5401 


Washington, 
Tel. 


20230 
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